The study observes that low R 2 values from market model are primarily due to the reflection of firm-specific information in stock prices and not due to noise. The study explores that the extent to which stock prices become more informative depends upon the availability of firm-specific information in the market. The methodology of stock price synchronicity is applied by using a sample of 30 Sharī'ah and 30 non-Sharī'ah compliant companies which are taken from KMI 30 and PSX 100 indexes. The study explores the impact of Sharī'ah compliance on stock price synchronicity or informativeness based upon the rationale that Islam puts emphasis on disclosure and social accountability which should reduce the firm's information asymmetry and improve the stock price informativeness. The study reports significant and positive relationship of Sharī'ah compliance and voluntary disclosure on stock price synchronicity which is not according to the hypothesis. The possible reason may be the size effect which may be moving the firms in line with the market. Moreover, the Enterprise Risk Management (ERM) practices have significant and negative impact on stock price synchronicity. It confirms that ERM helps in improving the firm's information environment and stock price informativeness.
INTRODUCTION
The asset pricing models in finance are developed with high sophistication to achieve better explanatory power. However, the emerging evidence suggests that the explanatory power of these models is very low. As the asset pricing models deal with the systematic information so it is argued that the unexplained component relates either to firm specific information or mation which is affecting the volatility of firms' returns, while the other one is the presence of noise. Roll (1988) observed low explanatory power of models and explained the possibility of presence of private information. The incorporation of private information in stocks generally brings higher volatility in the prices, due to which low explanatory power is observed. Morck et al. (2000) conducted a study in the domain that uses a methodology named "Stock Price Synchronicity" in order to capture the relative amount of unique information being incorporated in the stock prices. They interpreted higher values of R 2 as the returns reflected more systematic or market wide variations, as CAPM and APT use the systematic factors only. The firms with low R 2 values are considered as the firms capturing more firm specific information. Based upon the country level R 2 , Morck et al. (2000) find that firms reporting higher synchronicity are generally from the countries with poor investors' property rights protection, low per capita gross domestic product, less developed equity markets and weaker legal regimes. Li, Morck, Yang, and Yeung (2004) investigated the cross country differences in the R 2 values in emerging economies and reported that the R 2 values in different markets were declining gradually. The declining trend is particularly observed in the economies with less corruption, better legal systems and capital market openness. Jin and Myers (2006) also supported the results of Morck et al. (2000) , regarding decline in R 2 . The study reported that the higher R 2 values related to the companies more opaque and less transparent and which created higher information asymmetry. Further, evidence supports that the opaque firms with high information asymmetry have experienced more market crashes in comparison to more transparent firms.
Opaqueness and Voluntary Disclosure
Due to agency conflict the managers have two choices, first is to hide the information which is not favorable for the firm and its shareholders; Secondly, to provide more disclosures when the information seems more suitable and favorable to the shareholders. This selfserving behavior of management creates the environment of information asymmetry which increases the agency cost and affects the decision making of shareholders (Jensen & Meckling, 1976) . According to information hypothesis, the majority of firm specific information is mentioned in the financial reports, which are essential for investors for investment decisions (Fama & Laffer, 1971) . In addition to the mandatory disclosures, firms also disclose the information on voluntary basis, such as the management's opinion and forecasts, supplementary schedule, press releases, conference calls, internet sites and so on (Healy & Palepu, 2001) . The volume of disclosures and the number of institutions which support in the provision of reliable disclosures play significant role in the mitigation of agency problems.
It is argued that the agency issue and information asymmetry may create hurdles in the proper functioning of capital markets (Francis et al., 2008) . The voluntary disclosures in this regard can play significant role. This analysis is based on Jin and Myers's work (2006) on opaqueness. They have explained similarity between Opaqueness of firm-specific information and poor protection of investors' property rights. If a firm is more opaque, it means that more of the firm specific information is not disseminated by the managers; and this results into higher R 2 values. Jin and Myers (2006) have used the global competitiveness report as a measure of transparency. It is a survey-based and subjective in nature. However, in this study the level of financial disclosures is actually calculated by analyzing the financial reports (Hooghiemstra et al., 2015) . The 25 item questionnaire, given in appendix, of Francis et al. (2008) is used to calculate the voluntary information level. The scale is divided into four different heads namely summary of historical results, other financial measures, non-financial measures and projected information. This questionnaire is not sent to managers or analyst, rather secondary source has been used as all the questions are objective, and their answers are available in annual reports of firms. It is hypothesized that higher disclosure score decreases the information asymmetry which in-turn reduces the stock price synchronicity. H1: Voluntary Disclosure is negatively associated with stock price synchronicity.
Sharī'ah Compliant Companies and Stock Price Synchronicity
Religion is considered as one of the most important aspects for people. Especially, Islam provides complete code of life dealing with religious belief, sociology, economics and politics (Ousama & Fatima, 2010) . In Islam the ownership of all resources in the universe belongs to Almighty Allah, while humans are merely the trustees (Ousama & Fatima, 2010) . Being a trustee a person is responsible for the actions he takes throughout his life especially which pertain to the rights of other people. Accordingly, at the Judgment Day, every individual will also be asked regarding his responsibility to the community and environment. Noreen (1988) discusses that religion acts as an important tool to enhance the ethical and moral conduct of people in economics and business related activities. Religion motivates the individuals to follow those types of behavioral norms which are important for their ethical behavior enforcement. In support to this argument, Kennedy and Lawton (1998) find the negative relationship between religiousness and willingness to do unethical acts. It has become a well-established fact that the religion plays an important role to transform the judgments and economic behaviors of individuals as well as organizations collectively (Sulaiman, 2001) . So, religious commitment motivates managers to engage themselves in the ethical decision making.
In Muslim majority countries, from a couple of decades, a growing effort is noticed to inculcate the Sharī'ah principles in economics and finance. Several studies have been found focusing the role of religion on the economic and financial outcomes at both governmental and organizational levels (Ahmad & Ibrahim, 2002; Sulaiman, 2001) . At government level, efforts are made to develop supportive policies to flourish Islamic banking and finance and Sharī'ah compliant capital markets. While at company level in many cases, efforts are made to seek compliance with Sharī'ah codes, particularly with the Sharī'ah compliance criteria dealing with accounting and finance (Ahmad & Ibrahim, 2002) . Under capitalistic school of thought the accounting and finance deals with the tactics and procedures through which the value of decision maker can be maximized. In accounting and finance, the decision is considered under the domain of economic rationality which merely focuses on the maximization of shareholders' wealth (Haniffa et al., 2008) . So the best accounting practices are those which best fulfill the underlying objective of economic rationality. On the extreme notion, the capitalistic school of thought does not consider anything moral if the economic profits are not realized.
On the other hand Sharī'ah explains the accounting as the function of two most important aspects, al-'adl (distributive or socio-economic justice) and al-falāh . (success in life here and life hereafter), through the systematic procedures, controls, measurements, and reporting under the light of Sharī'ah guidelines (Haniffa et al., 2008) . In Islam it is deeply emphasized that the resources should be allocated in a manner that these should be equitably distributed to all economic classes so that the gap between rich and poor is as low as possible. So it can be articulated that accounting is not merely a technical activity rather it is a tool through which distributive justice and equity is achieved in the societies. This is a unique contractual relationship with stops firms by engaging in any activity which harms society, and brings high ethical and moral grounds in business related activities (Haniffa et al., 2008) .
In the field of accounting and finance, Islam puts more emphasis on the disclosure side of financial reporting rather on measurement techniques, as practically there might be a little difference in measurement aspects of conventional and Sharī'ah compliant reporting (Ousama & Fatima, 2010) . According to social accountability and full disclosure concept, a firm seeking Sharī'ah compliance is accountable to disclose the true and complete business information. The social accountability emphasizes on the company's accountability to the society, as the society has a right to get all material economic information related to company's operations and activities which has an impact on society (Sulaiman, 2001) . It is because the complete, relevant and reliable financial disclosure assists individuals to take decisions keeping in view the religious and economic aspects.
Abdul-Rahman (2012) studies the relationship between Islamic ethical values and financial reporting quality by considering whether the religious inclination affects the firms' behavior towards accounting conservatism. The study finds that in comparison to the conventional firms the Sharī'ah compliant firms are more conservative in reporting the accounting income figures. Researcher also finds that Islamic ethical values decrease the managerial opportunism and more aggressive financial reporting behavior which ultimately lead to higher earnings quality. The Sharī'ah compliant companies are supposed to follow the ethical reporting practices due to social accountability and full disclosure concepts. This Sharī'ah compliant filter leads the Sharī'ah compliant companies to reduce the information asymmetry environment which in turn leads to low stock price synchronicity. So we hypothesize that low stock price synchronicity should be observed for Sharī'ah compliant companies. H2: The Sharī'ah compliant companies have significant negative impact on stock price synchronicity.
Enterprise Risk Management ERM deals with the management of overall risk of a firm. It is also named as the business risk management, integrated risk management, strategic risk management, holistic risk management, and corporate risk management (D'Arcy & Brogan, 2001). The Casualty Ac-tuarial Society (CAS) defines the ERM as: "The process by which organizations in all industries assess, control, exploit, finance and monitor risks from all sources for the purpose of increasing the organization's short and long term value to its stakeholders."
The recent major financial collapses such as of Enron, Sunbeam, WorldCom and others demand in depth review of accounting and risk management practices in the organizations. That's why, currently at organizations mainly the risk management is put at top of the agenda to create the relevant structures (Beasley, Pagach & Warr, 2008) . Sarbanes-Oxley act is considered as one of the supporting actions in this regard. Different supportive actions in organizations can also be taken like the establishment of dedicated risk committee, dedicated risk officer and appointment of big four audit firms (Sabato, 2009) . It is stated that the actions related to the presence of dedicated risk committee, dedicated risk officer and audit from big four audit firms is considered as significant effort by the management in order to provide the credible and transparent financial information (Beasley et al., 2008) . It is said that the presence of dedicated Risk Committee, risk officer and big four auditors provide better control which in turn leads to lower information asymmetry. Finally, low information asymmetry results in the lower stock price synchronicity. H3: The presence of dedicated risk committee is negatively related with stock price synchronicity. H4: The presence of big four auditors is negatively associated with stock price synchronicity.
Control Variables
Study also evaluates the control variables including firm size, profitability and leverage. Firm size is used to study the size effect. Skaife, Gassen, and LaFond (2006) argue that the larger firms may disseminate more rich information, so they might report low synchronicity, depicting the negative relationship. However, on the other hand, the larger firms tend to have more diversified portfolio which brings them more in line with the direction of market, which consequently results into the positive relationship with stock price synchronicity (Piotroski & Roulstone, 2004; Roll, 1988) . Firm's profitability is added to capture the impact of firm performance. Generally the more profitable firms seek more attention by investors and analysts, consequently showing high R2. Finally, the leverage has also been added as control variable because according to pecking order theory, in case of information asymmetry, firms prefer the debt financing instead of equity financing which gives the signal of board's confidence that the investments are profitable (Frank & Goyal, 2003) . So it can be seen that the firms relying more on leverage, than equity, seem to have asymmetric information environment which consequently results into reporting of higher stock price synchronicity. Accordingly, the hypotheses are: H5: Size has significant positive impact on stock price synchronicity. H6: Profitability has significant positive impact on stock price synchronicity. H7: Leverage has significant positive impact on stock price synchronicity.
METHODOLOGY
The sample of the study comprises of 60 non-financial companies selected from Pakistan stock exchange with data from the period July, 2008 to June, 2015. Thirties companies are Sharī'ah compliant and remaining 30 are non-Sharī'ah compliant companies. The Sharī'ah compliant companies are selected from a list provided by Al-Meezan Investment as on December, 2016. Detailed criteria is provided dealing Sharī'ah screening filters, such as h . alāl nature of business and thresholds of different ratios like interest bearing debt to total assets, non-compliant investment to total assets, non-compliant income to total revenue, illiquid assets to total assets, net liquid assets per share and etc. The preference is given to those companies which are included in Karachi Meezan Index 30 or in Pakistan Stock Exchange 100 index, respectively, to best represent the overall market behavior. The stock price synchronicity has been measured by using Morck et al. (2000) , Jin and Myers (2006) and Eun, Wang, and Xiao (2015) ' proxy to measure stock price synchronicity from the market model. The values of R 2 are taken from the following market model:
Where RET ST K t is the return for a stock i for a week t, while RET M KT t is the return of a market for a week t. The equally weighted averages of the returns are used in the study. The model assesses whether R 2 is a measure which is related to the informativeness of firms' stock prices. According to the model, lower R 2 captures those stocks which reflect more idiosyncratic information impounded in the stock prices. Because the R 2 values range from 0 to 1 so the logistic transformation can be applied to it to convert it into the continuous variable: SYNCHRONICITY = Transformed R 2 = Ln(R 2 c )/(1 − R 2 c ) This study estimated the following equations (Eq. 1 & Eq. 2) that explain stock price synchronicity for firm i year t:
(1)
Where, SYN is a dependent variable which expresses stock price synchronicity of company i for a week t, AUDIT refers to big four audit firms-one for presence and zero for absence; DRC, measures dedicated risk committee which is also one for presence and zero for absence, SIZE, measures total assets, PROFIT denotes the profitability, LEV measures financial leverage, SHCD takes the value of 1 if company is Sharī'ah compliant, otherwise 0; and VD from (Eq. 2) measures voluntary disclosure.
To measure the opaqueness the twenty five items questionnaire of Francis et al. (2008) has been used. There are four components of the scale: the historical results, other financial measures, non-financial measures, and the projected information. All questions are binary in nature -the number 1 is given to a question if that information is presented in the annual report, and 0 otherwise. After getting the values of all questions, it is converted into the continuous variable by taking the average. Higher disclosure score means low opaqueness and low information asymmetry. The study measures ERM from the presence of Dedicated Risk Committee (DRC), Dedicated Risk Officer (DRO), and firm audit from any of big four audit firms. All three variables are captured through dummy variable, as the presence of each aspect is assigned value 1, and 0 for absence. The study investigates the impact of voluntary disclosure only for the year 2015-16, as the voluntary disclosure is constructed over 8 years of time period, the score is found almost same with no change over time. This seems that companies follow the constant disclosure policy.
For control variables, firm size is measured as log of total assets. Firm profitability is measured by two ratios, one is measured by Net Income/Assets, and the other one is priceto-book ratio. Leverage is measured by debt/equity ratio. The stationarity of the data, except dummy variables, is tested by unit root test and all series are found stationary. In model 1, to deal with Heteroscedasticity, White cross section and Weighted least square is applied by taking the cross section weights. For Autocorrelation, one autoregressive lag was found significant so it is added in the model, and correlation matrix is analyzed to see the Multicolinearity in which no high correlation is seen. In model 2, White test is applied to deal the Heteroscedasticity issue, and correlation matrix is analyzed to see the Multicolinearity issue. However, the Autocorrelation is not the matter of concern in cross-section study only. Table 1 demonstrates the correlation among the variables used in this study. Firm-specific variables involve; Voluntary Disclosure (VD), Leverage (LEV), Price-to-Book Ratio (PBR), Return on Assets (ROA), Size (SIZE) and Stock Price Synchronicity (SYN).
RESULTS AND DISCUSSION
Dummy variables: Sharī'ah compliant (SHCD), DRC, DRO and Audit quality (AUDIT) are measured through dummy.
The Table 1 presents the descriptive statistics for the variables used in the study. As explained earlier, the study separately checks the impact of voluntary disclosure as it is constructed for one year, 2015-16, because the study finds no change in disclosure score in most of the firms over years. The voluntary disclosure score is around 54% which means that on average, companies report 14 out of 25 items from the index. Approximately, 42% of the companies are conducting audit from big four audit firms. Very few companies, approximately 8%, have established the dedicated risk committee and not a single company is found to have dedicated risk officer. The study examines 30 Sharī'ah compliant and 30 non-compliant companies, and that's why the dummy variable SHCD is almost 50%. The average profitability of firms is around 7% and leverage component is less as on average leverage ratio is 50.5%. The results of pooled regression are presented in Tables 3 and 4 . The Models are significant and show F-statistic < 0.05, and have good explanatory power with Adjusted R 2 = 0.49 (and Adjusted R 2 = 0.30 respectively). According to the theory, significant negative sign of dedicated risk committee suggests that the firms which are engaging in ERM practices and paying emphasis in managing risk are more transparent by reducing information asymmetry which in turn decreases the stock price synchronicity. However the big 4 audit firm variable does not show significant relationship. While in case of dedicated risk officer, the study does not find any firm which has appointed dedicated risk officer, so its test could not be run.
The study finds significant and positive relationship between Sharī'ah compliant dummy variable and stock price synchronicity, which is against the hypothesis. The theory suggests that the Sharī'ah compliant companies should be more transparent due to their full disclosure, social accountability and implementing the code of ethics, which should result into higher stock price informativeness and low stock price synchronicity. However the study finds the opposite relationship, this is probably due to the size effect. In the sample, Sharī'ah compliant companies are larger which are also included in the index, either in PSX 100 or KMI 30. This argument is supported by positive correlation between firm size and Sharī'ah compliant dummy variable. According to the literature, size has mixed results with stock price synchronicity (Piotroski & Roulstone, 2004; Roll, 1988; Skaife et al., 2006) . Researchers argue that on one side there should be negative relationship between firm size and stock price synchronicity because the larger firms are assumed to disseminate more rich and transparent financial information which in-turn leads to low synchronicity. On the other hand, the bigger firms tend to have well diversified portfolios which bring those firms more in line with the market trend, resulting higher stock price synchronicity. So, due to the size factor the Sharī'ah compliant companies are depicting higher stock price synchronicity.
This explanation related to size effect also seems to hold in case of voluntary disclosure variable. According to the hypothesis, voluntary disclosure should exhibit negative relationship with stock price synchronicity, because high disclosure companies are more transparent, less opaque and lower information asymmetric. However, the study represents significant but positive sign, so this variable also seems to reflect the size effect. The bigger firms have more disclosures and are generally more in line with the market which causes them to exhibit more co-movement with market and industry-wide variation and lesser reflection of firm-specific information. The study also finds the significant relationship with control variables that include profitability and leverage. For profitability, the return on assets ratio shows the significant and positive sign with stock price synchronicity. This is in alliance with the theory as the firms with more profitability seem to be more in alliance with the market movement. As discussed above, according to pecking order theory, the firms relying more on debt seem to have higher asymmetric environment and so reflect higher stock price synchronicity. The sign of leverage is also in line with the theory, depicting that the firms which have more debt financing are more opaque and higher asymmetric.
CONCLUSION
The study provides empirical evidence on the determinants of stock price synchronicity. This is the first study which explores the impact of Sharī'ah compliance in this regard. The motivation to study the Sharī'ah compliance is that the financial disclosure and social accountability concepts are integral part of business as per Sharī'ah. The disclosure concept in Islam enforces the Sharī'ah compliant companies to reduce their asymmetric environment and increase transparency. The social accountability in Islam enforces the ethical and moral conduct of firms seeking Sharī'ah compliance. So it is hypothesized that Sharī'ah compliant companies are less opaque, more ethical and less information asymmetric; so they report low stock price synchronicity. This study reports significant positive relationship of Sharī'ah compliant companies with stock price synchronicity. The possible explanation of positive sign is the size effect, as the Sharī'ah compliant companies, in the sample, are of large size. The literature explains the positive relation of firm size with stock price synchronicity in a context that the larger firms are more followed by common investors and so get more in line with the market direction. This explanation of size effect also fits with the voluntary disclosure, as the firms with higher disclosure should report low stock price synchronicity. But, in this study again positive sign for voluntary disclosure is observed; this might again be the case of size effect as the larger firms generally report higher level of disclosure. The enterprise risk management also significantly affects the stock price synchronicity. The firms which are serious in managing their risks represent lower stock price synchronicity or higher firm-specific variation.
The study only examines thirty non-financial companies from KMI and thirty from PSX 100 index. However, the same idea can be extended by the researchers over the financial sector because the Islamic financial institutions are more prone towards the quality financial reporting than their conventional counterparts. Secondly, wide data set from developed mar-
